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PRICE-FIXING  PLANS 
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Summary  of  an  address  "by  f.  L.  Thomsen,  Bureau  or  Agricul- 
tural  Economics,  before  the  annual  outlook  conf eretvee -oX.., , 
representatives  of  the  state  agricultural  colleges  and  the 


Bureau  of  Agricultural  Economics,  Washington,  D.  C.,  October 
25,  1938 


Possible  methods  of  price  fixing  nay  be  classified  according  to 
different  criteria.     That  used  here  will  be  the  proportion  of  the  supply 
affected.     Some  price-fixing  schemes  involve  fixing  the  price  cf  the  entire 
supply  of  the  commodity  marketed.     This  might  be  attempted  by  establishing 
a  legal  minimum  price,  without  attendant  measures  designed  to  make  the 
fixed  price  practically  operative;  or,  price  fixing  in  effect  could  be  ac- 
complished by  means  of  a  Government  guarantee,  minimum  loan  values,  or 
price-pegging  purchases.    Both  theory  and  experience  indicate  that  attempts 
of  this  kind  to  fix  commodity  prices  will  not  work  satisfactorily  except 
under  conditions  of  rigid  economic  controls  not  feasible  in  the  United 
States.     Such  schemes  are  likely  to  result  finally  in  a  worse  situation 
than  that  which  it  was  hoped  to  cure. 

The  form  of  price  fixing  in  which  most  interest  has  been  exhibited 
recently  is  that  represented  by  plans  for  fixing  the  price  of  only  that 
portion  of  the  tctal  supply  of  exported  commodities  which  moves  into  do- 
mestic consumption.    Under  present  conditions,  the  price  which  can  be  ob- 
tained for  the  domestic  portion  of  some  crops  is  limited  by  the  price  which 
can  be  obtained  for  the  exported  portion,  and  one  price  prevails  for  the 
entire  supply.     Under  the  proposed  price-fixing  plans,  the  domestic  and 
foreign  markets  would  be  separated,  with  the  fixed  price  applying  to  the 
portion  sold  domestically  and  a  freeljr  competitive  world  supply  and  demr.nd 
price  for  tho  remainder. 
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It  is  important  to  note  that  mere  "separation"  of  the  domestic  and 
foreign  markets  will  not  result  in  the  desired  increase  in  domestic  prices* 
Higher  domestic  prices  can  be  effected  only  by  altering  either  the  demand 
for  or  supply  of  the  commodity.     Since  price-fixing  measures  would  not 
change  the  price  which  domestic  consumers  are  willing  to  pay  for  any  given 
quantity  of  the  product,  it  would  be  necessary  to  change  the  supply^  If 
80  percent  of  a  crop  is  now  being  used  domestically  and  20  percent  exportedj 
in  order  to  obtain  a  higher  price  for  the  domestically  consumed  portion 
of  the  crop  it  would  be  necessary  to  soil  something  less  than  80  percent 
in  the  domestic  market,  the  exact  amount  of  the  reduction  depending  upon 
the  amount  of  increase  in  price  desired  and  the  elasticity  of  domestic 
demand.     The  amount  of  the  commodity  then  remaining  to  be  sold  abroad 
would  be  increased.     For  those  larger  exports  a  lower  per-unit  price 
would  be  obtained,  depending  upon  the  amount  of  increase  in  exports  and  the 
elasticity  of  foreign  demand. 

Producers  are  primarily  interested  in  their  total  income,  rather 
than  in  price.     The  net  change  in  the  income  of  producers  resulting  from 
the  price-fixing  plan  would  be  measured  by:* 

Total  supply  x  new  percentage  used  domestically  x  fixed  price 

-  domestic  returns  under  plan 

Total  supply  x  new  percentage  exported  x  new  world  price 

Z.  'to'*' &  1  export  ret  urn  s  under  plan 
Total  returns  under  the  price  fixing  plan 

=  sum  of  above 

Total  supply  x  price  with  no  plan 

-  total  returns  without  plan 

Net  effect  on  producers'  income 

=  difference  (plus  or  minus) 

*In  order  to  simplify  the  discussion,  the  relation  between  longer-time  effects 
and  the  elasticities  of  domestic  and  foreign  supplies  has  been  ignored. 
Also,  the  fixed  domestic  price  might  apply  to  a  portion  of  cither  the  base 
production  or  current  production,  with  the  significance  of  the  supply 
factor  correspondingly  affected. 
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It  is  evident  that  the  effect  of  such  a  price-fixing  plan  upon  the 
incomes  of  producers  would  depend  primarily  upon  the  elasticities  of  do- 
mestic and  export  demand.     While  we  cannot  measure  exactly  the  elasticity 
of  domestic  and  foreign  demand  for  individual  commodities,  we  can  reach 
some  fairly  reliable  conclusions  regarding  the  probable  results  as  applied 
to  different  products: 

(1)  This  method  of  price  fixing  would  not  increase  the 
incomes  from  any  commodity  that  is  not  exported  or  for  which 
new  export  outlets  could  not  be  found  at  the  lower  export 
prices  which  would  prevail  under  the  plan*     For  this  reason 
the  plan  might  not  work  satisfactorily  in  connection  with  such 
important  commodities  as  cattle  and  sheep  and  lambs,  poultry, 
eggs,  highly  perishable  fruits  and  most  vegetables, 

(2)  No  net  benefits  would  accrue  under  the  plan,  or 
losses  might  be  sustained,  in  the  case  of  products  for  which 
the  domestic  demand  is  more  elastic  than  the  foreign  demand. 
An  example  of  this  kind  of  commodity  probably  is  hogs,  for 
which  the  domestic  demand  is  relatively  elastic.  Under 
present  restrictions  on  international  trade  foreign  demand  for 
pork  is  quite  inelastic, 

(3)  Other  things  equal,  the  plan  would  not  work  as  well 
in  connection  with  commodities  for  which  the  United  States' 
exports  represent  a  large  proportion  of  total  world  supplies, 
or  represent  a  large  proportion  of  total  domestic  production. 
The  reason  for  this  is  that  a  given  percentage  increase  in 
our  exports  would  have  a  larger  percentage  effect  on  world 
prices  if  the  proportion  of  the  world  supply  represented  by 
our  exports  is  large;  and  if  our  exports  constitute  a  large 
proportion  of  domestic  production,  the  reduced  price  which  it 
would  be  necessary  to  take  for  the  exported  portion  of  the 
crop  would  be  more  important  in  relation  to  the  higher  price 
obtained  on  the  domestic  portion. 

Important  commodities  subject  relatively  little  to  those  limitations 
are  wheat  and  cotton.    Even  to  these  commodities,  however,  the  limitations 
noted  in  the  preceding  paragraph  would  apply  in  part.     Also,  in  the  event 
of  attempted  application  of  such  a  price-fixing  plan  to  wheat  and  cotton 
the  governments  of  foreign  importing  or  exporting  countries  might  take 
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retaliatory  action  so  as  to  nullify  any  benefits  which  otherwise  might 
accrue  to  growers.     This  danger  applies,  in  addition  to  many  of  the  other 
limitations  noted,  to  all  other  commodities. 

From  these  considerations,  it  seems  evident  that  the  operation  of 
any  plan  in  which  the  domestic  price  would  he  fixed,  while  the  price  of 
exports  would  be  allowed  to  seek  its  own  level  in  world  markets,  could 
not  be  expected  to  increase  greatly  incomes  of  farmers  as  a  whole,  or  in 
any  sense  to  :,solve  the  farm  problem".    The  principal  appeal  of  such  a 
type  of  plan  if  applied  to  a  base  rather  than  current  production,  would  be 
in  its  application  as  between  individual  producers.     Those  producers  who 
wished  to  receive  a  relatively  high  price  for  a  small  production  could  do 
so,  while  those  who  because  of  low  cost  of  production  or  other  reasons 
wish  to  produce  unlimited  quantities  could  do  so  if  they  were  willing  to 
accept  quite  low  prices  for  the  amount  produced  in  excess  of  their  domestic 
quota.     Thus,  individual  producers  would  havo  greater  freedom  of  action, 
and  nobody  could  complain  that  they  failed  to  receive  a  reasonable  price 
for'  that  portion  of  production  over  which  the  Government  could  be  expected 
to  have  any  market  control. 

In  the  foregoing  discussion,  nothing  has  been  said  regarding  pos- 
sible legal  or  administrative  procedures  by  which  the  separation  of  the 
domestic  and  foreign  markets  and  establishment  of  the  two-price  system 
could  be  effected.     There  are  at  least  3  alternative  procedures  for  this 
purpose.     Under  each  of  these  the  producer's  share  of  domestic  consump- 
tion could  be  related  to  his  share  of  current  production  or  to  his  share 
of  some  base  production.  The  latter  would  be  definitely  preferable  from 
several  standpoints. 
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(1)  A  Government  agency  could  be  set  up  to  purchase 
the  quantity  which  it  would  he  necessary  to  export  under 
operation  of  the  plan,  issuing  surplus  receipts  for  each  producer's 
pro  rata  share  handled  in  this  manner,  such  receipts  to  he 
redeemed  later  after  disposal  of  the  exported  surplus.  The  re- 
mainder could  be  allowed  to  enter  the  domestic  market  at  a 
competitive  price  which  in  effect  would  be  fixed  by  the  quantity 
available  for  domestic  use;  or,  the  Government  might  establish 

a  legally  fixed  minimum  price  for  this  portion  of  the  crop. 
This  might  be  designated  as  "domestic  price  fixing", 

(2)  Each  producer  could  be  given  certificates  covering 
his  pro  rata  share  of  domestic  consumption,  and  no  domestic 
processor  would  be  allowed  to  buy  the  product  unless  accom- 
pained  by  a  corresponding  volume  of  certificates.    The  cer- 
tificates would  be  bought  and  sold  in  the  open  market,  could 
be  freely  transferable,  and  would  act  as  a  form  of  crop  in- 
surance for  producers  having  crop  failures.     Since  the  quan- 
tity of  certificates  would  be  limited,  the  quantity  of  the 
crop  used  domestically  would  be  correspondingly  limited,  and 
the  price  would  in  effect  be  fixed.    This  is  only  one  of 
several  very  similar  plans  which  might  be  designated  by  the 
generic  term,   "domestic  allotment", 

(3)  The  Government  could  pay  to  the  producer  the  dif- 
ference between  the  open-market  price  and  the  price  fixed  for  the 
domestic  portion  of  the  crop,  from  funds  collected  by  pro- 
cessing taxes  on  domestic  processing,  v/hich  tar  would  auto- 
matically reduce  the  amount  domestically  consumed.  The 

"fixed"  domestic  price  would  bo  the  market  price  plus  tax;  or, 
to  producers,  it  would  be  the  market  price  plus  benefit  pay- 
ment.   This  plan  was  a  part  of  the  original  Agricultural 
Adjustment  Act,  and  is  essentially  the  same  in  principle  as 
the  several  current  proposals  variously  designated  as  "do- 
mestic price  fixing",  "domestic  allotment",  etc. 

All  three  of  these  procedures  would  have  the  same  objective  and  the 
same  approximate  result,  if  administered  in  a  manner  designed  to  accomplish 
the  same  end.     They  are  all  subject  to  the  same  limitations  with  respcr-t 
to  effect  on  producers'   incomes,  as  previously  noted.  The  results  which 
might  be  expected,  as  applied  to  specific  commodities,  arc  indicated  by 
the  degree  to  which  processing  taxes  on  the  commcditi cs  could  be  shifted 
to  consumers,  as  discussed  in  a  bulletin  prepared  by  the  Bureau  of  Agri- 
cultural Economics  and  published  by  the  Treasury  Department,  entitled, 


"An  Analysis  of  the  Effects  of  the  Processing  Taxes  Levied  under  the 
Agricultural  Adjustment  Act." 

Obviously,  however,  the  plan  involving  the  making  of  "benefit  pay- 
ments financed  "by  domestic  processing  taxes  is  the  simplest  of  the  three 
procedures,  would  involve  least  disturbance  to  the  marketing  system,  and 
would  be  the  least  trouble  to  producers.     Moreover,   it  would  not  be  as 
easily  subject  to  mistakes  in  administration  which  might  result  in  de- 
creasing rather  than  increasing  total  returns  to  producers.     Cuch  an  ad- 
verse effect  might  follow  unwise  pricing  policies  under  any  one  of  the 
other  plans.    On  the  other  hand,  the  tax  method  docs  not  have  the  possi- 
ble psychological  advantage  of  the  other  two  procedures,  in  that  producers 
would  not  see  the  fixed-price  feature  of  the  plan  as  plainly.  Under  the 
other  alternative  methods  farmers  might  think  that  more  was  being  done  for 
them  than  actually  was  being  accomplished,  which  might  be  an  advantage 
to  their  sponsors. 


